This paper studies the views of external auditors and client's representatives (accountants, financial controllers and internal auditors) about the factors that affect determining audit fees and provides evidence whether these factors are related to audit firm characteristics or the client firm characteristics. A sample of 80 respondents provided the empirical data for this research by answering a self administered questionnaire. To conduct data analysis descriptive statistics, means, standard deviation and Mann-Whitney U test were used. The outcome of the study provides a vital insight into the determinants of audit fees from a developing country like Lebanon. It was found that all the pre-suggested determinants of audit fees are extremely important or important. Both external auditors and client representatives groups agree that the most important factor affecting determining amount of audit fees is whether the audit firm is one of the big four or notand the least important factor is the size of the audit firm based on the number of its employees. The results also show that the degree of importance of each determinant of audit fees is homogenous among the two groups of respondents.
Introduction
Audit fees can be defined as the amounts of fees (wages) charged by the auditor for an audit process performed for the accounts of an enterprise (auditee), the determination of the audit fees is based on the contract between the auditor and the auditee in accordance with time spent on the audit process, the service required, and the number of staff needed for the audit process. It should be mentioned that audit fees are normally determined before starting the audit process.
There is a growing trend in recent years in accounting about discussing the issue of audit fees, how do auditors determine the amount of fees required from the auditee. This is an important question that needs an answer. Prior research tried to examine whether determining the audit fees is affected by the audit company attributes (like size, reputation, experience, competition, industry specialization and whether it is from the big four) or by the client's company characteristics (auditee attributes like size, complexity risk, and profitability).
Most of the prior studies which presented empirical evidence of the effect of the attributes of audited companies on the audit fees, focused mostly on developed economies (UK: Taylor & Baker, 1981; Haskins & Williams, 1988; Chan, Ezzamel & Gwilliam, 1993; Ezzamel, Gwilliam & Holland, 1996; Iyer, 1996; Chung & Narasimhan, 2002; Ezzamel, Gwilliam & Holland, 2002; Neimi, 2002; Simon & Taylor, 2002; Australia: Francis, 1984; Francis & Stokes, 1986; Craswell, Francis & Taylor, 1995; Craswell & Francis, 1999; Canada: Chung & Lindsay, 1988; Anderson & Zeghal, 1994; Ireland: Haskins & Williams, 1988 ; Japan: Taylor, 1997; New Zealand: Firth, 1985; Mike, Mike & Muhammad, 1997; Norway: Firth, 1997 ).
Nevertheless, a limited number of studies have related to emerging economies (Jordon: Naser & Nuseibeh, 2007; Bahrain: Joshi & Al-Bastaki, 2000; Qatar: Kutob & Al-Khater, 2004; Bangladesh: WaresulKarim & Moizer, 1996; Hong Kong: Simon, Teo & Trompeter, 1992; Sandra & Patrick, 1996; India: Simon, Ramanan & Dugar, 1986; Dugar, Rahmanan & Simon, 1995; Malaysia: Simon et al., 1992; Singapore: Low, Tan & Koh, 1990; Simon et al., 1992; South Korea: Taylor, Simon & Burton, 1999; South Africa: Simon, 1995) . audit fees from the auditee firms.
There is an important point that should be emphasized here which is that, all the prior research are based on that, the researcher had an access to the audit fees figure which is normally published in the annual reports of most of the auditee companies. The main problem of the present study is that the researcher was not able to find the audit fees figure as there is no a strict law in Lebanon that can enforce companies (even listed companies in the stock exchange ) to publish the audit fees figure. Also the researcher was not able to find it in an informal way through contacting friends. But because the researcher has a motive to examine what are the factors that can affect determining audit fees figure in a country like Lebanon, he thought to ask different types of respondents (external auditors, client representatives) about their attitudes regarding a pre-suggested determinants of audit fees based on prior research.
Literature Review
The present study examines the drivers and determinants of audit fees in Lebanon. Based on prior studies, the determinants of audit fees can be generally classified into two major categories: client attributes (Auditee attributes) and auditor attributes. It should be noted that, the client attributes have received great attention in prior research. They include the characteristics of size, complexity, risk, and profitability of the firm being audited (Auditee). Consistent with the theory on audit effort and litigation, audit fees tend to increase with an increase in the client's size (Simunic 1980) , risk (Stice 1991) , complexity (e.g., Hackenbrack & Knechel, 1997) , and profitability (e.g., Hay, Knechel & Wong, 2006) .
As mentioned before, audit company attributes are also considered important drivers of audit fees. Size, reputation, experience, competition, industry specialization and whether it is from the Big Four are aspects of the audit company that influence audit fees as many prior studies suggested that audit fees increase with the Audit firm's Size (Francis, 1984; Palmrose, 1986) , reputation (Larcker & Richardson, 2004 , Gonthier & Schatt, 2007 , experience, industry specialization (Pearson & Trompeter, 1994; Craswell et al., 1995; Cullinan, 1998) and whether it is one of the Big Four (Palmrose, 1986; Francis & Simon, 1987; Butterworth & Houghton, 1995) . However, Audit fees decreases with the increase in competition, the greater the number of competitors the lower the audit fees are charged (e.g., Maher, Tiessen, Colson & Broman, 1992; Hay et al. 2006 ).In the next part, the researcher will define each of the attributes in details accompanied by the predicted effect of audit fees based on prior studies' findings and then based on this theoretical foundation, hypotheses of the present study will be developed.
Client Attributes

Client Size (Auditee Size)
Based on the prior studies, it can be concluded that, the auditee size is the most important factor that influences audit fees, it is usually measured by total assets, revenues, sales and number of employees of the Client Firm. The size of auditee has a direct impact on the auditors' work, and the time spent in the auditing process. Larger clients require more audit services than smaller clients, more time needed; hence we would expect that these large clients pay higher fees per dollar of size relative to smaller clients in the industry (Palmrose, 1986; Carson, Fargher, Simon & Taylor, 2004) . Hence, there is a positive relationship between audit fees and auditee size. (Simunic, 1980; Low et al.,1990; Chan et al., 1993; Carson et al., 2004) .
Client Complexity (Auditee Complexity)
Complexity of the auditee can be measured by the number of branches and subsidiaries of the firm locally and internationally (subsidiaries in foreign countries). It is argued that the more complex the client firm is, the greater the number and the more diversified the subsidiaries and operations are; which necessitate more audit work; therefore, audit firms charge higher audit fees. Sandra & Patrick (1996) showed that auditors of highly complex firms often charge high audit fees in examining and evaluating the firms financial statements. According to them, foreign subsidiaries have to abide by a variety of legislative and proficient requirements for disclosure, which necessitates further audit testing, requiring more time and additional manpower to complete the audit process. This implies that the companies have to bear additional charges for audit work. Therefore, auditee complexity has a positive correlation with the audit fees (Simunic, 1980; Low et al., 1990; Chan et al., 1993; Firth, 1997; Butterworth & Houghton, 1995; Carson et al., 2004) .
Client Risk (Auditee Risk)
Audit risk is considered an important factor in determining the audit fees. Audit risk measures the odds of an auditor issuing an unqualified judgment on materially misstated financial statements (AICPA, 1983, part 2 Sandra and Patrick (1996) used gearing (clients' debt ratio) and liquidity ratios to determine the client's risk. The audit risk can be calculated by the following factors or ratios: current assets / total assets, treasury, long-term debt / total assets, income before tax / total assets (Carson et al., 2004; Joshi & Al-Bastaki, 2000) . The most preferred risk measure is the Debt ratio. It is defined as the percentage of long-term debt to total assets. It measures the company's ability to pay off its incurred debt. If Debt Ratio is relatively high, the long-term financial structure of the client's firm will be unstable, and the firm may not be able to pay off its debt in a proper behavior which may lead to a lower credit rating. In general, risk (debt ratio) is higher for companies that have endured financial losses, leading to higher possibility of bankruptcy or decline in stock price, and therefore larger probability of legal actions against both the client and auditor. Auditors need to do more work to reduce any potential litigation against them, the more the work and time needed to finish the auditing process the greater the audit fee is. Therefore, Audit fees are positively associated with the clients' risk (Francis & Simon, 1987 , Craswell & Francis, 1999 .
Client Pofitability (Auditee Profitability)
The Client's firm profitability is considered as an important indicator of management performance also its efficiency in allocating available resources. The auditee profitability can be known by finding the income or loss figure shown in the income statement (Firth, 1985; Simon et al., 1986; Chung & Lindsay, 1988; Low et al., 1990; Dugar, Ramanan & Simon, 1995; and Waresul & Moizer, 1996) .There are many profitability ratios that can be used as a measure of the auditee profitability such as return on assets (ROA), return on equity (ROE), return on capital employed (ROCE), return on investment (ROI). Companies reporting high levels of profits will be subject to precise audit testing of their revenues and expenses and this will result in higher audit fees (Joshi & Al Bastaki, 2000) . Most of the prior research done indicate that the amount of audit fees is significantly influenced by the profitability ratio (Sandra & Patrick, 1996) .
Audit Firm Attributes
Auditor Size
Audit firm size is an important aspect of the audit firm that determines the audit fee. The Auditor Size is frequently measured based on the company's assets, market share and the number of employees. Choi, Kim, Kim & Zang (2010) investigated the relationship between office size, audit quality and audit pricing, and determined that office size is positively associated with audit quality, and that large offices charge higher audit fees and provide higher quality audits. Similarly Francis & stokes (1984) and Palmrose (1986) explained the strong relationship between auditor fees and audit company size.
Experience
The experience of the audit firm can be considered as an important attribute that influence determining the amount of audit fees. Studies reveal that years of professional experience of the audit firm would increase the audit fees charged by the audit firm. (Ferguson, Francis & Stokes, 2003) .
Reputation
Reputation of the audit office is the perception that some audit firms can provide higher quality auditing than others, which is one of the most important factors affecting the audit service pricing (e.g., Larcker & Richardson, 2004; Gonthier & Schatt, 2007) . Firms which have invested in reputation capital (e.g., employee training programs and advertising) suggests a much higher success rate of the audit firm (Che-Ahmad & Houghton, 1996) , and therefore it may be able to obtain a return on its investment through placing higher audit fees for their services. So this means that, the better the reputation of the audit firm the more is the demand on its audit services and the higher audit fees are.
Competition
Competition among audit office can be considered as one of the factors affecting the audit service pricing, this is consistent with the study of Maher et al. (1992) , their study found that an increase in the number of Audit firms between 1977 and 1981 lead to a significant decrease in real audit fees. The results of this study were consistent with those of Hay et al. (2006) study which stated that the degree of competition between audit firms for market share is an important determinant of audit fees and is inversely proportional to it.
Industry Specialization
There are lots of studies that tried to study the effect of auditor industry specialization (i.e., expertise) on audit fees (Pearson & Trompeter, 1994; Craswell et al., 1995; Cullinan, 1998) ; these studies have found that an audit Vol. 5, No. 11; premium is received by auditors with a specialism in a particular industry. Also, researchers have examined other audit markets that are less dominated by the Big 6. Cullinan (1998) studied the effect of industry expertise on audit fees in a market in which the Big 6 firms have a relatively small market share, the US multi-employer pension plan market. The results of the study revealed that non-Big 6 firms with industry expertise received a fee premium over non-specialist firms, whereas Big 6 firms with larger market shares did not.
Big-Four
Clients would pay more to the international big firms due to their Brand name and the higher audit quality provided. Prior studies (Simon et al., 1992) find that the Big Eight or Big Five, now the Big Four (Ernst & Young, Deloitte, PricewaterhouseCoopers (known as PwC) and KPMG) audit firms receive premium fees in many countries compared to non-Big Four (Palmrose, 1986; Francis & Simon, 1987; Butterworth & Houghton, 1995) . The Big Four are the biggest audit firms in the world and due to their financial strength and expertise that they have they are able to provide higher quality audit. A number of important studies comprising the United States of America market, supported the idea that big international auditing companies (Big-Four) made audits of higher quality than the other (DeAngelo, 1981) . Hence, based upon research findings for USA and other countries, such as the UK (e.g. Chan et al., 1993) and Australia (Butterworth & Houghton, 1995; Craswell et al., 1995) , this factor is expected to have a positive relationship with the audit fees.
The previous review and discussion of prior studies help to set pre-suggested factors that can affect determining amount of audit fee and hence provide the basis for developing the hypotheses of the present study.
Hypothesis one: Each of the suggested determinants of audit fees thought to be of high importance for both groups: external auditors, and client representatives (financial controllers, accountants and internal auditors).
Hypothesis two: The degree of importance of each determinant of audit fees is homogenous among both groups: external auditors and client representatives (financial controllers, accountants and internal auditors).
Auditing Profession in Lebanon
The Lebanese Government after the civil war has made big efforts to align national corporate financial reporting requirements with International Accounting Standards (IAS). "In November 1995, and according to law no. 364 of 1994, a new professional association was created under the name of the Lebanese Association of Certified Public Accountants (LACPA)". Its objectives were defined as follows: "To protect the profession and strive for its improvement; to develop a spirit of mutual support; to realize scientific studies; to prepare and propose accounting principles and audit standards". The LACPA was the result of enormous efforts for professional recognition and replaced the previously existing "Union of Licensed Accountants", under the supervision of the ministry of labor. Nevertheless, the licensing requirements for the accounting and the auditing professions were not settled for many years after 1995 (Longuenesse, 2006) . However, all applicants for the Lebanese Association for Certified Public Accountants who pursued license to practice were certified without examination.
It should be noted that there is no enforcement mechanism exists to ensure IAS compliance, except in the banking sector. Even though, in 1996, the Minister of Finance adopted IAS (with exceptions) as the national standards to be followed by all entities in the preparation of financial statements. While IAS is highly adapted to these publicly owned firms, it is generally more complicated than necessary for small-and medium-size enterprises, placing an excessive burden on them. Although many audit firms make effort to perform audits in accordance with International Standards on Auditing (ISA), quality of audits varies significantly. The Order on Auditing, issued by the Minister of Finance, does not cover regulation or supervision of the auditing profession and does not mention enforcement regulations or the monitoring of ISA compliance (World Bank, 2003) .
International Standards on Auditing are applicable for the audit of listed companies and banks. The rules of the Beirut Stock Exchange and the Banking Control Commission require that the financial statements of all listed companies and all local banks should be audited in accordance with ISA. Also there is enforcement by law that all banks should be audited jointly by two external auditors, one of them should be from the big-four and the other could be from the local Lebanese audit firms. Based on interviews made with some external auditors, the researcher found that the amount of audit fees for the same number of hours of work, paid to the big-four is higher than those paid to the local Lebanese audit firms. A recent study by Sidani (2007) in Lebanon about the auditing profession in Lebanon and how society looks at the role of the auditor revealed a significant difference in the perceptions of the role of the auditor in respect of fraud detection. This expectation gap was in terms of auditor roles and responsibilities which reflects the fact that many users do not have a proper understanding of the profession. These facts along with others lead to a continuous pressure on auditing professionals in Lebanon www.ccsenet.org/ibr
International Business Research Vol. 5, No. 11; "to serve the proper image of an auditor being an independent, autonomous and ethical figure, free from undue pressures and unjustifiable demands" (Sidani, 2007) .
Methodology
This study was based on the results of a survey conducted in Lebanon. A questionnaire was designed to collect data related to the determinants of audit fees in Lebanon. The sample selected comprised of external auditors, and Client representatives (accountants, financial controllers and internal auditors of the auditee firm), in other words all the parts involved in the auditing process from inside and outside the auditee firm. A total of 150 questionnaires were distributed to employees of 3 of the Big 4, of middle-sized CPA firms and leading banks, of which 80 were answered with a response rate of 54%. Of the respondents 57.5% were external auditors, and 42.5% were client representatives. It should be noted that, the researcher had used self-administered questionnaire in order to increase the response rate. The response rate would have been much lower if the researcher had used mailing approach rather than direct in-person contact. In addition experience with the Lebanese culture indicates that the direct contact is a more effective and efficient way to collect data than indirect contact. Also the researcher tried to get more information about auditing profession in Lebanon through direct contact with external auditors.
The questionnaire contains two parts, the first consists of questions asking the respondents about their filed work and working experience. The second part contains questions regarding 12 pre-suggested determinants (factors) of audit fees based on prior studies. Respondents are asked to rate each factor using the likert scale from strongly disagree (1), to strongly agree (5).
This study can be considered as an exploratory research, which aims to identify the most important factor that affect determining the amount of audit fees as perceived by the different groups of respondents. Prior studies talked about separate attributes but did not consider the relative importance of these attributes relative to each other. It should be emphasized again that no prior study had examined the determinants of audit fees in Lebanon before the present research. To conduct data analysis, descriptive statistics, means, standard deviation and Mann-Whitney U test were used.
Results
The following table summarizes the SPSS output of means of different groups concerning each factor of the determinants of audit fees.
The respondents had to rate the importance of each factor on a likert scale from 1 to 5. With score of 1 or 2 meaning that the factor does not affects audit fees and scores of 4 and 5 meaning that the factor highly affects audit fees. The average score is 3, a mean score above this average for a factor means that the surveyed group thinks that the corresponding factor is of relative importance in determining audit fees. Table 1 below shows that, the external Auditors strongly agree that there are three factors which are of great importance in increasing audit fees, attributes which scored an average of more than 4 on the likert scale. (Audit firm is one of the big-four, reputation of the audit firm and client complexity risk). It can be concluded that the Audit Company being one of the Big-Four is considered as the most important attribute that affects audit fees according to the views of external Auditors. The other factors (attributes) can affect determining the amount of audit fees, such attributes scored an average of more than 3 but less than 4 on likert scale. Here is their order based on their relative importance in affecting determining audit fees figure. 1-Size of the client firm based on client's company total assets, and number of years of professional experience of the audit company (both factors got the same average mean score).
2-Specialized in the client's industry.
3-Client Business's Risk.
4-Size of the client firm based on the number of employees working in the company compared to others.
5-Size of the audit firm based on the Audit Company's market share in Lebanon.
6-Level of competition between the Audit Firms.
7-Client profitability.
8-Size of the audit firm based on the number of employees working in the audit company compared to others. Regarding the other group of respondents (the client representatives), they strongly agree that there is only one attribute which is of great importance in increasing audit fees (mean score is higher than 4), which is whether the audit company is one of the big-four. It should be noted that both external Auditors and the client representatives groups strongly agree about the importance of this attribute in increasing audit fees. From the view point of the client representative group, the other factors can affect determining amount of audit fees, such factors scored an average of more than 3 but less than 4 on likert scale. Here is their order based on their relative importance in www.ccsenet.org/ibr International Business Research Vol. 5, No. 11; affecting determining audit fees figure. 1-Client business complexity.
2-Client business risk and specialization in client's industry.
3-Reputation of audit company.
4-The size of the client firm based on client's company total assets.
5-Size of the audit firm based on the Audit Company's market share in Lebanon and number of years of professional experience of the audit company.
6-Client' profitability.
7-Size of the client firm based on the number of employees working in the company compared to others.
8-Level of competition between the audit firms.
9-Size of the audit firm based on the number of employees working in the Audit Company compared to others.
It can be concluded that the size of the audit firm based on its number of employees can be considered as the least important factor in affecting audit fees number from view point of both the external auditors and client representatives groups.
This means that the above results support the first hypothesis which says that "Each of the suggested determinant of audit fees thought to be of high importance for the two groups of respondents: external auditors and client representatives which includes financial controllers, accountants and internal auditors". So hypothesis one can be accepted. It is clear that the above table suggests that all factors were thought to have a relative importance on audit fees for all groups taken together and for each group alone.
The second step is test whether the two groups rated the importance of each factor homogeneously or differently. But for testing the second hypothesis which says, "The degree of importance of each determinant of audit fees is homogenous among the different groups of respondents, external auditors and client representatives" further analysis had been made. Mann-Whitney U test was conducted .The Mann-Whitney U Test is normally used to compare differences between two independent groups when the dependent variable is either ordinal or interval but not normally distributed. It is the nonparametric alternative to the independent t-test. As mentioned previously, two groups of respondents were surveyed, namely external auditors, client representatives (financial controllers, accountants and internal auditors). Each group of respondents revealed their views concerning the relative importance of the determinants of audit fees. The analysis tested whether the differences in the means for each factor was statistically significant or not significant.
The null hypothesis is that all means are the same and it is tested against the hypothesis that not all means are equal; i.e. there is a significant difference in the views of external auditors and client representatives concerning each one of tested determinants of audit fees. Vol. 5, No. 11; representatives). In other words, there is insignificant difference between the median of the two groups of respondents. As the p value is greater than 0.05, the null hypothesis should be accepted that there is no significant difference in means ranking. These results support the second hypothesis of the research which says "The degree of importance of each determinant of audit fees is homogenous among the different groups of respondents".
Conclusion and Recommendations
It can be concluded that all the factors examined in this study were found to be important for the two groups taken together or for each group alone. Also, it had been found that the two groups of respondents had rated the importance of each factor homogeneously. It should be emphasized that being one of the big-four was found to be the most important factor in affecting determining the amount of audit fees from view-points of both groups of respondents. This is consistent with what the external auditors said in the interviews as mentioned before. Multinational firms and banks in Lebanon prefer to pay more to the big-four as they seek quality of the audit work and to increase credibility of their annual reports all over the world. For future research, the researcher thinks that it will be great if the law in Lebanon can enforce companies to publish its audit fees figure in their annual reports so we can examine through the use of regression analysis if these factors examined in the present study affect the determination of audit fees figure not on attitudes or views of different groups of respondents as we did in our present study.
